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The information provided in this report was prepared by Peat Marwick Consulting
Group for the Department of External Affairs. As such, the analysis and
conclusions in this report are those of Peat Marwick and not of the Department of
External Affairs. i

Peat Marwick Consulting Group and the Department of External Affairs advise that
this report should not be relied upon as the sole representation of the future
prospects of any opportunities that are pursued. Each company must rely upon its
own inspection and investigation in order to satisfy itself as to the extent of the
opportunity and the credentials of the buyer. Nevertheless, the Deparmment of
External Affairs is prepared to offer individual counselling and advice to companies
wishing to pursue opportunities arising out of either these studies or other market
development opportunities.
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EXECUTIVE SUMMARY

This report addresses one of approximately 80 sectors reviewed as part of a broadly-based study
commissioned by the U.S. Trade, Tourism and Investment Development Bureau of the Department
of External Affairs. The objective of this study is to provide a preliminary indication of potential
opportunities for the expansion of Canadian exports into the United States. The findings in each
report are based on an analysis of U.S. trade statistics and a limited survey of U.S. importers and
trade associations from a broad cross-section of U.S. industry.

The purpose of each report is to assist Canadian companies in identifying potential export
opportunities that may justify further investigation. While the reports do not provide analyses of
Canadian export industries or their international competitiveness, they do provide other kinds of
information that should be useful. For example, each report provides information on individual
companies that have indicated an interest in new sources of supply, some of which are quite
specific. Information on U.S. import market size and shares and on industry publications and
trade fairs that the companies surveyed felt were most useful is also provided. As such, individual
reports in the series should be of particular interest to small and medium-sized Canadian companies
that either are not yet exporting or that would like to increase their level of exports to the United
States.

Taps, cocks and valves is one of the sectors examined during the study. The products of concern
to this study reached a combined customs value of U.S. imports of just under $725 million (U.S.)
in 1987. Exports of these products by major developed countries accounted for almost 88% of the
total U.S. import market. The Canadian share of U.S. imports of taps, cocks and valves products
which are the focus of this study has been in decline since 1984, from a value of $122.5 million
(U.S.) in 1984 to $82.8 million (U.S.) in 1987. It is anticipated that demand for these products
will grow moderately over the next few years and coupled with higher price imports from
competing countries, there may be potential for Canada to regain its share of the U.S. import
market in this area.
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A survey of U.S. importers of taps, cocks and valves was conducted to determine the effects of the
devaluation of the U.S. dollar on imports from major developed countries and potential
opportunities for Canadian manufacturers to replace these imports. The results of the survey
indicated that while the majority of U.S. importers  are generally satisfied with their offshore
suppliers, the devaluation of the U.S. dollar has increased the cost of most of these imports.
Because of these rising costs, as well as some problems with delivery delays and product quality,
many respondents expressed an interest in learning more about potential Canadian suppliers.
These importers indicated that they would prefer, initially, to receive information on Canadian
products from the Canadian manufacturers through brochures and product listings. However,
personal contacts from the manufacturers, industry publications and trade fairs were said to be the
key factors influencing the purchasing decision.

A survey of four U.S. industry associations for this sector indicated that the industry is expected to
sustain moderate growth over the next few years and that Canadian products are generally
competitive with U.S. products.




I - STUDY OBJECTIVES -

This report is one of a series covering approximately 80 manufacturing sectors, commissioned by
the U.S. Trade, Tourism and Investment Development Bureau of the Department of External
Affairs and written by Peat Marwick. The series is designed to provide a preliminary indication of
. Canadian export opportunities in the United States that may now exist as a result of the rising cost
of offshore imports. The information provided about the nature and size of the U.S. import
market, as well as leads and marketing intelligence, should help Canadian companies to determine
whether further investigation of opportunities is justified and, if so, to begin such followup. The
reports are likely to be of particular interest to small and medium-sized Canadian companies that
either are not exporting or would like to increase their exports to the United States.

Each sector report identifies the major products imported into the United States from developed
countries, explores the effect that the devaluation of the U.S. dollar has had on the price of these
imports and indicates which of these products might provide Canadian suppliers with increased
export opportunities in the United States. The U.S. Department of Commerce's segmentation of
statistics, upon which the review of U.S. imports is based, does not always correspond to the
traditional definitions of product sectors in Canada. In a few reports, therefore, there are some
differences between the products discussed in the report and those commonly included within that
sector. Definitions of what products are covered in each report are, however, provided in all cases
so that such differences can be identified and taken into account.

The report also identifies some initial export leads for Canadian manufacturers, lists trade fairs and
industry publications favoured by U.S. importers, examines the U.S. importers' perceptions of the
impact of a Free Trade Agreement between Canada and the United States on their purchases of
Canadian products and provides the relevant tariff tables outlining the implementation stages of the
Free Trade Agreement. Analysis of Canadian export industries or international competitiveness
was outside the scope of these reports. For specific information on export marketing of their
product, Canadian companies are invited to contact the U.S. Trade, Tourism, and Investment
Development Bureau or the appropriate Canadian Trade Commissioner in the United States
(addresses in final appendix).




II - CONCLUSIONS OF THE PEAT MARWICK STUDY

The U.S. Department of Commerce (USDOC) believes that demand for products in the valve and
pipefitting industry is significantly affected by trends in energy-related industries, such as
petroleum production and refining and hydro-electric power generation. - Although demand for
taps, cocks and valves from these industries has been in decline in recent. years, the USDOC
forecasts a substantial growth in demand fromztheipulp, paper, chemical and other non-energy-
related industries.especially for high-performance, close-tolerance valves.

Product groups from the seven-digit Schedule A classification of taps, cocks and valves include a
wide variety of devices for controlling the flow of liquids or solids and made of various materials.
This report focuses on one Schedule A product group: devices to control flow of liquids, gases or
solids, nspf!, and parts, including ballcock mechanisms. '

U.S. imports of the product of concern to this study are estimated at just under $725 million
(U.S.) for 1987. Major European exporters captured the largest share of this import market at
approximately $351 million (U.S.). They account for just over 48% of total U.S. imports, and
their market share has been growing steadily since 1984. The Japanese share in the U.S. import
market in 1987 was 28%, having increased since 1983. The market share for Canada, however,
has declined during the same period to $83 million (U.S.) and represents just over 11% of the total
U.S. import market in 1987.2 |

The survey of U.S. importers indicated that 75.5% of the respondents were facing rising costs for
their foreign imports due to the devaluation of the U.S. dollar. Almost 67% of importers who had
not tried Canadian sources expressed interest in learning more about Canadian sources of supply.
In addition, 42.5% of U.S. importers who would consider sourcing from Canada reported that
after the implementation of the Free Trade Agfeement between Canada and the United States, they

1 riot specifically pravided for

2 It has been noted by an industry insider that the decline in Canadian exports may have been due to the need 10

divert production from the export market to the domestic market resulting from an increase in housing starts.




would increase purchases from Canada. A small percentage (15%) had not yet considered the
effects of the Agreement on their purchasing patterns.

U.S. importers interested in Canadian products said they would prefer to obtain product
information directly from the Canadian manufacturers through brochures and product listings.

. Industry publications, trade fairs, and visits to Canadian firms by a representative of the importer
were also cited as popular ways of obtaining information about Canadian suppliers. Personal
contacts from the manufacturers, industry publications and trade fairs were said to be the key
factors influencing the purchasing decision. Price was the most frequently reported factor in the
importers' decisions to source outside the United States.”

The survey of U.S. associations connected with the taps, cocks and valves industry suggested that
the Canadian industry is competitive with the U.S. industry and that it is expected to maintain
moderate growth over the next few years.

A list of U.S. importers who are interested, in general, in knowing more about Canadian sources
of supply of taps, cocks and valves products has been compiled in Appendix 1. The Free Trade
Agreement between Canada and the United States calls for the removal of all existing duties on
taps, cocks and valves by January 1998. N

The Department of External Affairs recommends that Canadian firms should
consult the Canadian Trade Commissioner located closest to each company being
considered for contact prior to doing so in order to obtain advice, assistance and
further company information. Canadian government contacts in Canada and the
United States are provided in Appendix 8.

While price may be an input in the sourcing decision, quality and delivery may also be important factors,
especially for industrial purchasers of valves.




III - U.S. IMPORTS OF TAPS, COCKS AND VALVES ,

This chapter provides information on recent levels and trends of U.S. imports and a summary of
short term prospects for this sector. Where there are differences in sector definitions between these
sources, or between them and definitions generally used in Canada, such differences are noted,
along with any known implications. In order to improve the usefulness of the information, a
definition of which products within the sector are being reported on and how they were selectcd is
also provided. 3

SECTOR DEFINiTION |

The products discussed in this report were sclected on the basis of the customs value of
U.S. imports from Japan, Europe and Canada, as reported by the U.S. Department of Commerce.
(USDOC). The sector definitions used by USDOC effectively defined the products available for
inclusion in this report. The selection of products was achieved by first screening all the USDOC
broad product groupings, as expressed in 4- -digit codes (e.g., taps, «cocks, valves and similar
devices; and parts, thereof, nspf [Schedule A 749.2]). Where combined imports from Japan,
Europe and Canada were significant, the list of products was further refined at the more detailed
and specific 7-digit level (e.g., devices to control flow of liquids, gases or solids, nspf, and parts,
including ballcock mechanisms [Schedule A 7492055]).

Appendix 2 displays 1987 U.S. imports of all 7-digit products or product groups belonging to the
4-digit category selected for the taps, cocks and valves report. Those products or product
groupings having combined Japanese, European and Canadian imports of over $80 million (U.S.)
in 1986 were identified for further analysis. Following consultation with industry and government
officials with expertise in the taps, cocks and valves sector, other products and product groups
which did not meet the above criteria were included where there appeared to be significant
commercial interest. Some products and product groups were deleted because there was
insufficient commercial interest. Further details on this selection process are provided in Chapter
V, Background. Due to refinements of sector definitions and other adjustments, there may be
some differences between figures in this report and those in the Overview report published in June
1988. In such cases, the numbers in this report take precedence.




On thé basis of the above process, the following products and product groups were selected to be
the subject of this report:

. Devices to control flow of liquids, gases or solids, nspf, and parts,
including ballcock mechanisms (Schedule A 7492055).

" A full description of these products in terms of Canadian trade classification, CITC, is presented in
Appendix 3.

U.S. IMPORTS 1982-1987

A breakdown of 1987 imports of the above taps, cocks and valves product group by country is
presented in Appendix 4. Europe and Japan captured a large portion (76.44%) of the U.S. import
market for this product group in 1987. West Germany and the United Kingdom were the two
largest European exporters to the United States. '

Chart 1, following, illustrates the distribution of total U.S. dollar imports for the above product
group for the 1982-1987 period.




CHART 1
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Source: U.S. General Imports and Imports for Consumption, U.S. Department of Commerce.

U.S. imports of this product group are estimated at $724.3 million (U.S.) for 1987. This is an
increase of 13.6% over 1986 U.S. dollar imports. Europe consistently has captured the largest
share of this import market, accounting for 48.4% of total U.S. dollar imports in 1987. This share
has grown steadily since 1984. The Japanese share of U.S. imports has been growing since 1983.
In 1987, the Japanese captured 28% of this U.S. import market reaching $203 million (U.S.). On
the other hand, U.S. imports from Canada have declined during the same period to $83 million
(U.S.) or 11.4% of the U.S. import market in 1987. From 1982 to 1984, Canada was the second
largest exporter to the United States for these products. |

Chart 2, following, illustrates the percentage distribution of total U.S. dollar imports for this
product group for the 1982-87 period.
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Despite the recent decline in Canadian exports to the United States for this product group, there

would appear to be some opportunity for growth in the Canadian share of U.S. imports of taps,

cocks and valves, given the devaluation of the U.S. dollar against majof developed countries and

the relatively stable relationship between the Canadian and U.S. dollars. Taps, cocks and valves
products not subject to U.S. tariffs include products used for original motor vehicle equipment,

products and parts certified for civil aircraft, and sprayers, sandblasting machines and coated or

plated cast-iron baths. The base rates of U.S. tariffs for other taps, cocks and valves items
exported to the United States range from 0.5% to 11.2%. The Free Trade Agreement between
Canada and the United States will remove all existing duties on such taps, cocks and valves by

January 1993. Appcndix 5 presents a summary of duties on these products entering the United

States and provides the schedule for tariff removal under the Agreement.
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U.S. INDUSTRY OUTLOOK

This section is based on the 1988 U.S. Industrial Outlook published by the USDOC. This
information provides a general forecast of short-term prospects and gives an indication of expected
trends and developments in the U.S. taps, cocks and valves sector. While such information may
be of interest, readers should proceed with caution in utilizing the data for the following reasons.

Firstly, although the USDOC is the source of both the "U.S. Imports 1982-1987" (summanzed
above) and the "U.S. Industry Outlook", two different systems of product classification are used.

Differences may not be obvious. In some cases, slightly different titles reflect very similar sets of
products; in others, similar titles for sectors or product groups encompass a shghtly dlfferent mix
of products. Thus the market forecasts in the "U.S. Industry Outlook™ scctlon may cover a
slightly different mix of products than the rest of this report.

Secondly, while most sections of the "U.S. Industry Outlook” address the entire sector, others
address specific products or product groups. Forecasts made at both levels should be assessed
carefully, as they may differ significantly from the prospects of any individual product included
within them. It is therefore recommended that outlook data be used only as a general indication of
sectoral prospects in the near term.

According to the USDOC "Valves and Pipefittings" sector report, demand for valves and
pipefittings is significantly affected by trends in energy-related industries such as petroleum
production and refining and the construction of public utilities such as sewers and hydro-electric
power generators. Because petroleum exploration activity has decreased in recent years, demand
for taps, cocks and valves from this industry has been declining. However, the USDOC forecasts
a substantial growth in demand from the pulp, paper, chemical and other non-energy-related
industries, especially for high-performance, close-tolerance valves. The USDOC anticipates that,
in general, this growth in demand is likely to be met by U.S. domestic manufacturers rather than
by increased U.S. imports, due to the low relative value of the U.S. dollar. In addition, U.S.
manufacturers are expected to increase their global market shares, particularly through penetration
of developing country markets. '

The USDOC expects that shipments of valves and pipefittings should increase at an annual average
rate of 3% over the next five years due to an eventual recovery of the petroleum industry, moderate

10.




growth in worldwide chemical processing and increased waste and sewage treatment plant
construction. Exports of valves and pipefittings are expected to expand as U.S. manufacturers
penetrate overseas markets, particularly India and China.

U.S. imports of valves and pipefittings will slow during the next five years as long as lower
U.S. dollar exchange rates continue to improve the competitiveness of U.S. manufacturers. On
the other hand, if the value of the U.S. dollar does not depreciate against the currencies of Taiwan
and Korea, these countries will most likely increase their shares of U.S. imports of valves and
pipefittings.

This chapter has provided a definition of the products included within the scope of this report, the
criteria used for their selection and a summary of U.S. imports of those products for 1982-87.
Where available, a short-term outlook for the corresponding U.S. industry has also been provided.
As this report is intended only to provide a sectoral overview and an indication of the opportunities
that may exist for increased Canadian exports, individual readers are strongly encouraged to
conduct more in-depth research on any potential opportunities identified.

Users of this report who are interested in undertaking further research into

specific markets are also encouraged to contact any of the Canadian Government
Trade Development offices listed in the final Appendix to this report to determine
what assistance may be available to them.




IV - MARKET STUDY

SURVEY OF U.S. IMPORTERS

The U.S. importers of taps, cocks and valves interviewed were selected from a variety of sources
including the report provided by the Journal of Commerce Piers Port Import/Export Reporting
Service. This report contained three months' of 1987 shipping data and ranked importers from
developed countries by volume of imports. This list was supplemented by information provided

by External Affairs' posts in the United Statés, lists from trade associations and numerous industry
publications. " : '

. The study as a whole will examine approximately 80 product sectors. The number of interviews
conducted for each sector will depend on the level of concentration in the industry and the diversity
of products within the various sectors. In total, over 4,000 interviews will be carried out with
U.S. companies. The number of companies contacted per sector varies from 40 to over 100. In
most cases, a minimum of 30 interviews with potential buyers will be completed. For the taps,
cocks and valves sector, 50 questionnaires were completed.

Interview Results

For the 50 respondents interviewed, Table 1, below, illustrates the major products irhponed.

Table 1
Product Number of Respondents
Reporting Product as Major Import
Valves, nes* 12
Faucets - 11
Pipe fittings 9

Valves, nes, parts, incl. valve bodies, nes 3
Bathroom accessories, nes : _ 2
Plumbing fixtures and fittings, nes, excl. pipe fittings 2
Spouts, containers 2

not elsewhere specified




Table 2 illustrates the major exporting countries supplying the U.S. importers surveyed, the
number of respondents supplied by each country and the overall level of satisfaction of the
importers for their suppliers. A fuller presentation of these results for all countries supplying

products to the respondents is provided in Appendix 6. Because some importers may purchase .
products from more than one country, the number of respondents here will appear to exceed the i
~ number of respondents in the sample. There were 75 supplier-importer relationships identified.

Table 2
No. of Respondents Average
Country of Origin Being Supplied Level of Satisfaction
(Max = 5.0)
Japan 11 4.3
Taiwan 9 3.2
Italy 9 42
England 7 3.7
Brazil 5 4.6
South Korea 4 4.3
Spain 3 4.0
France 3 4.7 i
West Germany 3 43
Canada 3 4.7 i
Israel 3 4.7

The results of the survey showed that the majority of the respondents were satisfied (4.2 ona 1 to
5 scale) with their current suppliers, while a few were dissatisfied with delivery delays associated
with British and South Korean suppliers and the poor qualit)‘l'of Taiwanese and Japanese products.
The reasons given for purchasing from current suppliers included:

- lower prices (86.4% of respondents);
- not available in the United States (48.6% of respondents);
- superior quality (37.8% of respondents);

- supplementary supply for domestic sources (32.4% of
respondents).

13.




Other reasons cited include parent company ‘purchasing decisions and subsidiary or affiliate
manufacturer relationships. While not indicated in the results of this survey, it should be noted that
dependability of the supplier, especially on delivery, may also be important to the importers.

The majority of respondents interviewed (75.5%) reported that the devaluation of the U.S. dollar
against many currencies had increased th_c cost of their imports. Forty percent of the respondents
had tried Canadian sources, and a majoﬁty of them (80%).were satisfied with Canadian suppliers.
The few importers dissatisfied with Canadian suppliers noted the poor quality of Canadian
products and the failure of Canadian suppliers to meet demand. Almost 67% of importers who had
not tried Canadian suppliers were interested in hearing more about them.

The respondents not interested in hearing about Canadian sourcing opportunities cited the

. following reasons:

= purchasing decisions made through a parent company;‘
- satisfaction with the current supplier;

- lack of competitiveness of the Canadian industry.

Most respondents interested in receiving more information about Canadian suppliers indicated that

- product listings and prices received in the mail from Canadian firms are by far the most favoured
“form of information. Many also indicated that they receive information at trade fairs, through

industry publications and through visits to Canadian suppliers by the firms' representatives. Those
publications mentioned most often were The Wholesaler, Supply House Times and Puyrchasing.
Respondents indicated that the key information sources influencin g the purchase decision included
personal contacts from the manufacturers, industry publications and trade fairs. |

In response to the question of the effect on their purchasihg policy of a Free Trade Agreement
between Canada and the United States, 42.5% of the U.S. importers likely to source from Canada
reported that they would most probably increase their purchases from Canada. Another 42.5% of
the respondents did not expect the Agreement to have any effect, while 15% had not considered the
impact of such an Agreement. The respondents did not perceive any barriers to sourcin g from
Canada. '

14.




A listing of U.S. importers who are interested in Canadian sources of supply of taps, cocks and
valves in general is found in Appendix 1. A list of Canadian government trade contacts is
presented in Appendix 8.

SURVEY OF U.S. ASSOCIATIONS

| \
U.S. associations were contacted in order to supplement information provided by individual
importers and to provide an industry perspective on trade in the taps, cocks and valves industry.
The associations contacted, key contacts of the organizations, facsimile numbers and the
organization mandates are as follows: '

. Plumbing Manufacturers Institute (PMI) represents manufacturers of
plumbing products at the national level (Key contact: Mr. Richard
Church, President; FAX: 312-790-3095);

. Valve Manufacturers Association (VMA) represents the industrial
valve industry and conducts market studies and surveys and deals
with communications and education (Key contact: Mr. Malcolm
O'Hagan, President; FAX: 202-296-0378);

. National Supply Distributors Association (NSDA) represents 287
members, some of whom are distributors of taps, cocks, and valves
and provides a forum for cooperation and a buying service for
members (Key contact: Mr. Earl Bohachek; FAX: 513-258-3112);

. American Supply Association (ASA) represents wholesalers of
plumbing and heating supplies and distributors of pipes, valves and
fittings; develops educational programs (Key contact: Mr. Peter
Schwartz; FAX: 312-236-3465).

The associations were interviewed to provide the following information:

- market trends and forecasts for the taps, cocks and valves
industry; :

- the effect of the devaluation of the dollar on trade in the
U.S. taps, cocks and valves industry;

- major industry trade fairs;
- major industry publications;

- the potential effect of Free Trade on Canada-U.S. trade in
taps, cocks and valves;

15.




their opinion on strengths and weaknesses of the Canadian
taps, cocks and valves industry.

Interview Results

All of the associations interviewed were optimistic about the future of the taps, cocks and valves
industry, predicting at least moderate growth over the next few years. One association noted that
the outlook was particulary promising for the plumbing sector. The associations also were in
agreement that the devaluation of the U.S. dollar had significantly affected the industry, but none
were specific about future effects.

With respect to the effect of a Free Trade Agreement between Canada and the United States, only
two of the associations surveyed would comment specifically. While the VMA believed the
Agreement would not have much effect on the industry, the ASA noted that Free Trade will benefit
Canadian manufacturers. However, all of the associations contacted generally agreed that the
Canadian industry is very competitive with the U.S. industry, particularly with respect to quality.

The U.S. industry associations indicated that the National Home Center Show (serving the
retail/decorator market) and Plumbing, Heating, Cooling, Piping (PHCP) Expo, commonly known
as Plumbing Expo (serving the industrial market), are important trade fairs for taps, cocks and
valves. Additional information on trade fairs and relevant mdustry publications prov1ded by the
associations is found in Appendix 7.




V - BACKGROUND

Several years ago, the United States was incurring modest trade deficits which were offset by more
than $140 billion (U.S.) in payments from abroad on U.S. foreign investments. The U.S. budget
was usually in deficit, but this was again more than offset by domestic savings. The net effect was
a positive current account balance. |

As the U.S. economy picked up steam after the 1981-82 recession, demand rose faster than
output. Imports increased drastically to fill the gap. By the end of 1983, the trade deficit had
ballooned to nearly $69 billion (U.S.). These events continued into 1985 resulting in a trade
deficit of $148 billion (U.S.). The federal budget deficit more than doubled as a share of GNP,
and savings fell to record lows.

Under this pressure, the U.S. dollar began to lose value on the international exchange market. By
the end of 1987, the U.S. dollar lost 48% of its value against the Japanese yen, 48% against the
German mark, 44% against the Danish krona, 43% against the French franc and 39% against the
Italian lira. In fact, the U.S. dollar had fallen against all major western industrialized countries
. except Canada. By the end of 1987, the trade deficit reached a record $171 billion (U.S.), as
import prices rose faster than the fall in import volumes. ”

The 1988 third quarter figures show the value of U.S. currency stabilizing relative to most western
. industrialized countries. The past currency adjustments are only slowly being translated into
changes in trade patterns. Exporters to the United States who were able to pare their profits for
many months have been forced to raise prices. No immediate changes were reflected in the trade
figures, as the dollar volumes were maintained while the unit volumes dropped.

The 1988 trade deficit estimates ($125 billion [U.S.]) suggest that the realignment of currencies is
finally having the desired effect. Stubbornly high imports seem to be responding to the weaker
U.S. dollar. However, some analysts believe that the U.S. dollar must fall further in order to get
the trade deficit below the $100 (U.S.) billion level.

While the Canadian dollar has strengthened recently against the U.S. dollar, its value, for the most
part, has moved in parallel with the value of the U.S. dollar relative to other international-
currencies. These developments should help stimulate two-way trade between Canada and the .
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United States. The increased value of developed country currencies against North American
currencies should increase the opportunities for Canadian manufacturers and service suppliers to
sell into the United States, and likewise for U.S. manufacturers and service industries to sell into
Canada.

STUDY APPROACH

‘The overall study approach for analyzing the opportunities for Canadian suppliers to replace
European and Japanese imports into the United States started at a fairly high level of product
aggregation for all U.S. imports. Through the application of selection criteria, the focus of the
analysis was progressively narrowed to those opportunities at the lowest available level of product
disaggregation that would most likely result in increased Canadian exports into the U.S. market.
The progression also involved moving from the identification of such opportunities, using
statistical analysis, to substantiating the opportunities through interviews with representatives of
U.S. purchasers of imports from developed countries.

In determining export opportunities for Canadian suppliers, U.S. import statistics were assembled
for the years 1981 through to 1985. A 'ﬁve-year time period was chosen in order to distinguish
between "established” import markets and "temporary" import markets. Where imports of
European and Japanese goods into the United States have had sustained volumes over a period of
several years, it is less likely that these imports represent a short-term phenomenon or that
U.S. purchasers would be able to quickly change their sourcing to domestic suppliers. For the
initial screening, U.S. Schedule A import statistics were compiled at the 4-digit level.

All U.S. imports (at the 4-digit level) from developed countries with import values exceeding one
. million dollars (U.S.) were identified for the selected years and placed in descending order of
value. From this list, the U.S. Trade, Tourism and Investment Development Bureau initially chose
26 for further analysis. Each commodity was broken down into a finer level of classification, the
7-digit level, and an investigation made to determine whether there existed any Canadian firms that
produced similar products and could pursue the opportﬁnities which may be uncovered. The
cxpansion of the Schedule A codes from the 4-digit level to the 7-digit level was fairly
straightforward, and a listing of these commodities and their import customs value was prepared
for 1986. The Canadian firms were identified by accessing the Department of External Affairs'
WIN database. This computerized database, accessible at all major posts abroad, contains




information on Canadian manufacturers and the products they produce. It should be noted that
although the WIN database is not yet complete, it is sufficiently advanced for the purposes of this

study.

From this list, those products or product groupings having combined Japanese, European and
Canadian imports of over $80 million (U.S.) in 1986 were identified for further analysis.
Following consultation with industry and government officials with expertise in each sector, other:
products and product groups which did not meet the above criteria were added to the sector where
there appeared to be significant commercial interest to have them included. Some products and
product groups were deleted because there was insufficient commercial interest in them.

The next stage in the analysis was to identify major U.S. importers of the commodities selected, to
develop a questionnaire and to interview the importers. A questionnaire was designed to

determine, for each company contacted:

. What were the major products being imported?

. ~ What were the countries of origin of these imports? What was their
level of satisfaction with each of their suppliers?

. Why were domestic products not used?

. What effect did the devaluation of the U.S. dollar have on the price
of the imports?

. Were Canadian sources ever used? If so, were they satisfied with

Canadian suppliers?

. Would the company be interested in knowing more about Canadian
sources of supply?

. How would they like to receive information from Canadian
suppliers? What information sources do they use to make
purchasing decisions?

Are there any seasonal patterns in purchasing?

Do the companies face barriers to sourcing from Canada?

Will a Free Trade Agreement between Canada and the United States
affect their purchasing policy?




Telephone interviews were conducted with major importers and, when requested, questionnaires
were mailed out.

It was recognized that there were a variety of reasons why, in certain situations, the rise in price of
imported goods would not translate into significant opportunities for Canadians to export into the
U.S. market. These included:

. Other attributes of the commodity outweigh considerations of price,
i.e., quality, design, etc.;

. The comraodity is an input into a final product, and the value of the
mput relative to the final product is minimal;

° A long-tcrm supply relationship has been established between the
U.S. purchaser and current exporters whereby the U.S. customer
relies on the exporter's proven ability to respond quickly to needed

changes;
. The U.S. purchaser is a captive customer of the parent company;
. The U.S. purchaser is restricted by licence from buying other

suppliers' goods;
. Domestic sourcing is a viable option;

. The imported commodity is a luxury good with relanvcly
non-price-sensitive demand.

Therefore, the questionnaire was also designed to determine the extent to which thcse and other
factors may restrict the opportunities identified by the statistical analy51s

Following the importer survey, U.S. associations representing the industry were interviewed to
obtain information on a sectoral basis. These associations provided information on:

. The market trends for the industry;

. The effect of the devaluation of the U.S. dollar on the industry;

. The potential effect of Free Trade on Canada-U.S. trade for the
industry;
. Their opinion of the strengths and weaknesses of the Canadian

industry.




The results of all these steps were summarized in a draft report for each sector and submitted for
review to an industry expert, the relevant Canadian industry association(s) and the DRIE official

responsible for the sector.







APPENDIX 1

U.S. IMPORTERS GENERALLY
SEEKING SOURCES
OF SUPPLY




Company:
Address:

Contact:
Title:
Telephone:
Telex/Fax:

Company:
Address:-

Contact:
Title:
Telephone:
Telex/Fax:

Company:
Address